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SUBJECT :PANAMA CANAL NEGOTIATIONS 

1 . IN PREPARING FOR KING'S LATIN AMERICAN TRIP, SPANISH 
OFFICIALS PRESUMABLY WILL WANT TO BE FULLY INFORMED ABOUT 
THE STATUS OF THE NEGOTIATIONS FOR A NEW PANAMA CANAL 
TREATY. FOLLOWING BRIEFING INFORMATION IS PROVIDED FOR 
EMBASSY'S USE IN PRIVATE DISCUSSIONS WITH THOSE PREPARING 
FOR THE TRIP. SINCE THE NEGOTIATIONS WILL BE CONTINUING 
INTO THE MONTH OF AUGUST, THE DEPARTMENT WILL ENDEAVOR 
TO PROVIDE AN UPDATE OF THIS INFORMATION IN EARLY SEPTEMBER. 

2. PRESIDENT CARTER HAS MADE THE EARLY CONCLUSION OF AN 
ACCEPTABLE CANAL TREATY A PRIORITY FOREIGN POLICY OBJEC- 
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TIVE. 

HE HAS EMPHASIZED THAT ANY NEW TREATY MUST PROTECT 
THE CONTINUING UNITED STATES SECURITY AND COMMERCIAL IN 
TEREST IN A CANAL WHICH IS OPEN TO ALL NATIONS ON A NON- 
DISCRIMINATORY BASIS AND AT REASONABLE TOLLS. A STATE- 
MENT OF PRINCIPLES, SIGNED BY SECRETARY KISSINGER AND 
PANAMANIAN FOREIGN MINISTER TACK FEBRUARY 7, 1974 AND 
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REAFFIRMED BY BOTH PARTIES JANUARY 31, 1977, ESTABLISHED 
THE OBJECTIVES OF THE NEGOTIATIONS. 

3. FORMAL TREATY DRAFTING WILL COMMENCE WHEN ALL OUTSTAND- 
ING ISSUES HAVE BEEN RESOLVED IN PRINCIPLE. UNDER TENTA- 
TIVE ARRANGEMENTS CONCLUDED THUS FAR, A NEW TREATY WOULD 
INCLUDE THE FOLLOWING MAJOR PROVISIONS: 

- THE UNITED STATES WOULD BE RESPONSIBLE FOR THE OPER- 
ATION AND DEFENSE OF THE CANAL UNTIL THE YEAR 2000, WHEN 
PANAMA WOULD ASSUME THIS RESPONSIBILITY. MUCH OF THE 
CURRENT SYSTEM OF US MILITARY BASES WOULD BE CONTINUED 
FOR THE LIFE OF THE TREATY. 

- PANAMA WOULD HAVE A MINORITY VOICE IN THE CANAL'S 
DIRECTION, BUT DURING THE TREATY PERIOD PANAMANIAN EMPLOYEES 
WOULD BE TRAINED TO ASSUME INCREASING RESPONSIBILITY FOR 
CANAL OPERATIONS. 

- JURISDICTION IN THE CANAL ZONE WOULD PASS OVER A 3 

YEAR PERIOD TO PANAMA. PANAMA WOULD GAIN THE USE OF MUCH 
OF THE PRESENT CANAL ZONE, WHICH TOGETHER WITH THE CANAL 
ZONE GOVERNMENT WOULD CEASE TO EXIST UPON THE TREATY'S 
ENTRY INTO FORCE. THE EXACT LANDS AND WATERS WHICH WILL 
REVERT TO PANAMA IS AN UNRESOLVED ISSUE. 
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IN A SEPARATE TREATY, PANAMA WOULD DECLARE THE CANAL'S 
PERMANENT NEUTRALITY. BOTH THE UNITED STATES AND PANAMA 
WOULD UNDERTAKE TO MAINTAIN AN AGREED REGIME OF NEUTRALITY 
TO ASSURE THAT THE CANAL REMAINS PERMANENTLY OPEN TO SHIP- 
PING OF ALL COUNTRIES ON A NON-DISCRIMINATORY BASIS. 

- PANAMA WOULD RECEIVE CONSIDERABLY MORE IN BENEFITS THAN 
THE 2,3 MILLION DOLLARS WHICH THE UNITED STATES NOW PAYS 
ANNUALLY. THE LEVEL AND FORM OF THESE ECONOMIC BENEFITS 

IS THE MAJOR OUTSTANDING ISSUE IN THE NEGOTIATIONS AT 
THIS JUNCTURE. 

4. INTENSIVE NEGOTIATIONS HAVE BEEN CONDUCTED WITH PAN- 
AMA IN WASHINGTON SINCE MAY 9. THE NEGOTIATIONS ARE NOW 
IN A BRIEF RECESS TO ALLOW THE NEGOTIATORS FROM BOTH SIDES 
TO CONSULT WITH THEIR RESPECTIVE GOVERNMENTS. 

5. THE ECONOMIC ARRANGEMENTS FOR THE TREATY HAVE BEEN 
THE MAJOR SUBJECT OF DISCUSSION IN RECENT WEEKS. PANAMA 
ORIGINALLY DEMANDED A LUMP SUM PAYMENT OF 1.2 BILLION 
DOLLARSAND AN ANNUITY OF 300 MILLION DOLLARS. IT HAS SUB- 
SEQUENTLY REDUCED ITS DEMAND TO (A) 450 MILLION DOLLARS 
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AND A 150 MILLION DOLLARS ANNUITY. WE ARE NOW STUDYING 
THE POSSIBLE COMPONENTS OF AN ECONOMIC OFFER WHICH COULD 
BE MADE TO PANAMA. 

6. WE BELIEVE THAT THE OFFERS WHICH WE HAVE MADE TO PAN- 
AMA SO FAR ARE REASONABLE, AND THAT THE ECONOMIC ARRANGE- 
MENTS WHICH WE WILL EVENTUALLY TABLE WILL BE ATTRACTIVE. 
SIMILARLY, ON THE LANDS AND WATERS ISSUE, WE HAVE MADE 
PANAMA A GENEROUS OFFER WELL BEYOND OUR INITIAL POSITION. 

IT PROVIDES PANAMA WITH THE USE OF MUCH OF THE PRESENT 
CANAL ZONE AND WILL ASSURE THE AVAILABILITY OF AREAS CRUCIAL 
TO THE DEVELOPMENT OF PANAMA S URBAN CENTERS (PANAMA CITY 
AND COLON). 
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7. PANAMA HAS APPEALED IN A NUMBER OF DIFFERENT INTER- 
NATIONAL FORA FOR SUPPORT FOR ITS POSITION IN THE NEGO- 
TIATIONS. HIGH LEVEL VISITORS ARE FREQUENTLY ASKED TO 
INCLUDE IN JOINT COMMUNIQUES LANGUAGE ON THE NEGOTIATIONS 
WHICH TENDS TO BE ONE-SIDED. WE WOULD HOPE THAT KING'S 
PARTY COULD KEEP THIS IN MIND AND AVOID UNBALANCED STATE- 
MENTS SUPPORTIVE OF PANAMA AND SHARPLY CRITICAL OF THE 
UNITED STATES. A USEFUL COMPROMISE WHICH MANY FOREIGN 
DIGNATARIES HAVE EMPLOYED IS TO EXPRESS THE HOPE THAT 
THESE NEGOTIATIONS WILL RESULT IN AN EARLY TREATY WHICH 
WILL MEET PANAMA'S ASPIRATIONS AND WILL ASSURE THAT THE 
CANAL REMAINS AN EFFICIENT, SAFE AND SECURE WATERWAY OPEN 
TO WORLD SHIPPING ON A NON-DISCRIMINATORY BASIS AND AT 
REASONABLE TOLLS. 

8, DEPARTMENT WOULD APPRECIATE RECEIVING EMBASSY REPORT 
ON SPANISH REACTION TO BRIEFING ON NEGOTIATIONS. AND LIKELY 
SPANISH POSITION DURING VISIT. VANCE 
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